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To the Commissioner of Banks.
Sir:—The report of the Supervisor of Loan Agencies, for the license year,
which terminated September 30, 1930. is submitted herewith, in compliance
with the requirements of Section 98, Chapter 140, General Laws. This
is the seventeenth public report of the activities of the Bureau of Loan
Agencies.
One hundred and ninety-two lenders could lawfully make loans of S300
and less under State super\"isiou. Of these, twenty-two licenses were
issued to Morris Plan Companies and three were specifically chartered by
the legislature; of the other one hundred and sixty-seven agencies licensed,
three made no loans after their licenses were received.
Four agencies licensed for the year ended September 30, 1929, were not
licensed for the license year ended September 30, 1930. These were:
Forrest C. Lamphre3% Haverhill.
Essex Loan Company, Salem.
American Credit & Finance Co., Boston.
Industrial Discount Corporation, Springfield.
Thirty-three lenders were licensed for the year ended September 30, 1930,
that were not previously licensed. These were:
Ideal Financing Association, Inc., North Attleborough.
Pilgrim Acceptance Corporation, Boston.
Greenfield Loan & Acceptance Corporation, Greenfield.
Waltham Investment Company, Waltham.
Citizens Finance Corporation, Boston.
New England Equity Corporation, Marlborough.
Boston Finance Company ('2nd Boston i)lace licensed), Boston.
Mutual Industrial Service, Cambridge.
Farmers Finance Corporation, Worcester.
Prudential Financial Corporation, Quincy.
Lowell Acceptance C^^rporation, Ijowell.
Industrial Bankers of Gloucester, Inc., Gloucester.
Publix Finance Corporation, Boston.
Industrial Bankers of Framingham, Inc., Framinghani.
Industrial Bankers of Fall River, Inc., Fall River.
Liberty Ijoan & Finance Comj)any, Clielsea.
Industrial Bankers of Chicopee, Inc.. (^iiicopee.
National lioan Society of Maiden. Maiden.
Plynioutli County Finance & Loan Co., Brockton.
Chipinan Finance Company. Boston.
Cradock Finance, Inc., Medfonl.
Industrial Bankers of Beverly, Inc., Be\erly.
(1. S. K. I'^inancc ( 'ori)orat ion, I'xhridge.
( 'orninonwcaltli Finance Corporation. Worcester.
Ideal Finan<'ing Association. Inc.. Ilvde Park, Boston.
M. A. C. Plan. Inc., of IMttslield. Biitslield.
Realty Investnu'iit Coni|)any, Boston.
Ideal Financing Association, Inc., Soullihridge.
PeopN's FiManc(> Cotiipany, .Arlington.
General Securiti(>s ('or|)orat ion, Worcester.
Boston Finance* Corn|)any, Canihridge.
Metroi)olitan Finance Corporation. Boston.
Stale Trust, Inc.. Boston.
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Seven applications foi' licenses were denied. Eleven licenses were sus-
pended and later one of these licenses was revoked. One, thouf^h not for-
mally suspended, was ordered to refrain from makinjjf loans.
The True Friend Trust, a New Bedford loan af,'ency, was licensed October
1, 1929, and operated until December 19, 1929, under its license. A reor-
ganization of the Trust took place. The license issued to the orij^inal Trust
was revoked. On January 25, 1980, the reorganized Trust was licensed
under the name of The True Friend Trust.
The year 1930 has witnessed some very important developments in the
small loan business. It has been a period of extremely severe business
depression and many borrowers from licensed agencies have been unem-
ployed or have had their hours of employment reduced. This has resulted
in a great increase in the number of inquiries at the office of the Supervisor
as to what could be done by borrowers who could not meet their installment
repayments of principal or in some cases could not even meet their interest
payments. More careful investigation by this Bureau has been required
in the matter of these necessitous cases and where warranted by the condi-
tions the lenders have shown a fine spirit of co-operation in withholding
pressure for payments until such time as borrowers were able to meet their
obligations. The intercession of the Supervisor has proved helpful to the
borrower in hundreds of cases.
It is a general belief that periods of depression create greatly-increased
demands for loans. The increased number of applications for licenses
tends to confirm this belief in the thought that greater profit is to be made,
as the small loan business will be particularly profitable at such times. In
reality this is not the case, and those lenders of long experience and wise
thinking in their operations have, in some cases, during the period of depres-
sion, set aside funds to be loaned in small sums to borrowers without interest,
or have shown every consideration to the borrower in trouble by extension
of time in the matter of repayments. The true fact is that cyclical changes
have less effect upon small loan operations than upon most other forms of
business. The small loans clientele comprises people in all walks of life
who borrow in time of emergency, embarrassment or opportunity. As the
demand for loans for purposes of business expansion, home building and
speculation slackens, loans for emergency purposes increase. As one group
disappears from the line of borrowers, another takes its place. This counter-
balancing influence makes for a constancy of demand. It is an important
factor in the steady and stable growth of the industry.
A decision rendered by the Supreme Court on December 3, 1929, was
regarded as having an important bearing on the administration of the small
loan law. Copies of this decision as given below were reprinted and dis-
tributed in the various states by the Russell Sage Foundation:
—
CuNEO et al V. Bornstein et al.
Suffolk Dec. 3, 1929
Equity—Loan—Violation of Small Loan
Statute—Notes held Void—Cancellation
Carrol, J.—This is an appeal by the Defendant Gliekman from final
decree ordering the cancellation of certain notes, executed by the plaintiffs,
for money loaned in violation of the small loans act, G. L., e. 140, s. 96,
and declaring that the notes were wholly void.
It was found by the master that Gliekman was a holder in due course;
that he purchased the notes in question for $700, which was a fair price,
and that he was ignorant of "the circumstances under which the Realty
Investment Company purchased the notes or the price which it paid for
them."
G. L., c. 140, s. 96, prohibits one from engaging in the business of making
loans of $300 or less, if the amount to be paid on any such loan for interest
and expenses is in excess of twelve per cent, per annum without first obtaining
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a license. By s. 103 any loan upon which a greater rate of interest is charged
than is allowed by s s. 96-111. inclusive, may be declared void in equity
upon petition bj' the person to whom the loan is made. By s. 106 the un-
lawful interest may be recovered; and s. 110 enacts that any loan made or
note purchased or indorsement or {guarantee furnished by an un]ieen.sed
person in violation of the statute shall be void.
The Realty Investment Company- durinjj the year 1928 was eng^aged in
the business of making and buying loans of S300 or less, charging interest
exceeding twelve per cent, per annum, without a license. The defendant
Bornstein was the president and treasurer of the company. In 1928 the
plaintiff Wall made on four occasions promissory- notes for the accommoda-
tion of the plaintiff Cuneo. These notes were purchased from Cuneo by
the Realty Investment Company, and were sold by Bornstein and the
company to Glickman, who was not in the business of making small loans.
The defendant Glickman contends, although the statute declares notes given
in violation of the statute shall be void, that the word "void" should not
be construed in its technical sense, and should be construed to mean void-
able; that the notes in suit are not void in the hands of a holder in due course.
He cites a number of cases in support of this contention.
In Kellj^-Buckley Co. v. Cohen, 195 Mass. 585, it was held that the word
"void" as used in the sale in bulk statute then under consideration should
be construed as meaning voidable. It was recognized that the word "void"
is used in many statutes in its technical sense and in many it is used in the
sense of voidable, depending in part on the subject matter of the statute
and the abuse which the statute seeks to correct.
The purpose of the .small loan act was to prohibit the unlicensed business
from making small loans and to prevent an excessive rate of interest on
such loans. The statute was passed as a protection to the borrower; it
was intended to make the statute effective and to prevent its evasion by
indorsing notes given for such loans to third parties. It would afford little
protection to a borrower if the notes given contrary to the statute would be
valid in the hands of a holder in due cour.se. In our opinion the word "\oid"
was used in its technical sense; the notes were void at their inception and
of no validity in the hands of Glickman. This construction of the statute
is supported by Thomas /'. Burnce, 223 Mass. 311, where it was said at
page 312: "It is true the plaintiff has a complete defence at law to the notes
expressly declared to be void . . . but his remedy is not limited to the
common law, since the enactment of St. 1911, c. 727, s s. 10, 13. amended
by St. 1912, c. 675, ss. 3, 4, has conferred expressly also a right to maintain
a suit in equity." Missouri, Kansas & Texas Trust Co. v. Krumseig. 172
U. S. 351. These statutes declaring the usurious note to be void have not
been repealed or rendered ineffective by any of the provisions of the nego-
tiable instruments act. Sabine v. Paine 223 N. Y. 401. Eskridge /•. Thonuis,
79 \V. Va. 322.
liurnes v. New Mineral Fertilizer Co., 218 Mass. 300, relied on by the
defendant, is not in conflict. There the action was to recover on a note
given as collateral security for a loan made in viohition of the statute. It
was said at page 3(K>: "It is apparent that there is nothing in that act which
makes void not only notes given in violation of the act. hut securities de-
posited as collateral for such notes ... In Van SchaacU r. StalTord, 12 Pick.
565; Dunsconib r. Bunker, 2 Met. 8, and in Harrison /•. Ilannel, 5 Taunt.
780, the action was l)rought by the jxM'son to whom the usurious loan had
been made. In such a (^ase tlu^ loan if.solf i.s void, and nothing being duo
on the debt for which the collateral was deposited as security, no recovery
can be had on the collateral."
The loan made in violation of tiie slatuli^ and the noti-s given are void,
(j. L. c. MO, s. 110. liy s. 103 the loan tnay be declared void by the Supreme
.Judicial Court or Su|»erior ('ourt in e(|nity upon petition by the person \o
whom the loan was made.
The piainlilT was not recpiired to inak«' payment ov tt'nder of the amount
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actually loaned as condition to the maintenance of the suit. Thomas v.
Burnce, 223 Mass. 811, 313. Missouri, Kansas & Texas Trust ('o. v. Krum-
seig:, su[)ra.
Decree affirmed with costs.
D. Burstein (Hale & Dorr) for plaintiff.
W. S. MeCallum and D. F. McNeil for the defendant.
During this license year the American Association of Personal Finance
Companies, in collaboration with the Russell S&ge Foundation, prepared a
form of uniform annual report to be made by each licensed lender to the state
supervising authority in states having the Uniform Small Loan Law or an
equivalent law in operation. After examination of the form by the Massa-
chusetts Supervisor and a certified public accountant of the highest stand-
ing, who voluntarily acted as his expert adviser, the form was adopted in
substance with a few minor changes. In several other states the supervising
authorities have put this form of annual report into use and are gathering
facts concerning the business that will be valuable not only as comparative
statistics between the states, but will tell the true story of assets, liabilities,
expense of conducting the business and earnings, in a more detailed manner
than has ever been set forth before. State authorities using this form of
report will now have sufficient data on which to make a sound financial
analysis of the business and its costs. It seems more than likely that this
form of report will be in practically universal use in 1931.
The statistics which follow are taken from this new form of annual report
above referred to. As this is the first year in which this new form has been
used, experience will unquestionably show places in which it can be strength-
ened, improved, and rendered more accurate; but even with this qualifi-
cation it marks a great advance and the records now on file in his office give
to the Supervisor an extremely accurate picture of the small loans business
taken as a whole. In the figures which follow there are certain expenses
which it was not feasible to include this year. As small loan companies
do not have deposits (as do banks) the money they loan consists of their
own capital. In obtaining money for capital there are actual expenses in-
curred for financing; the expenses of organization and of developing the
business during its early stages. Such expenses are a constituent part of
the investment in, or capital employed in, the business. To determine the
actual total capital used and useful in the business, it will be necessary to
add these actual costs and expenses to the figure of tangible capital, which
is mainly in the form of loans outstanding and cash waiting to be loaned.
In connection with this first report it was not in every ease possible to collect
these particular costs and expenses. As the licensees become more familiar
with this form of annual report the amounts of these particular costs and
expenses can be more accurately determined.
The Supervisor was in attendance and spoke at the sixteenth annual con-
vention of the American Association of Personal Finance Companies held
in the auditorium of the United States Chamber of Commerce at Wash-
ington, D. C, on September 24, 25 and 26, 1930. Several matters were
discussed that seem worthy of note in this report as having an important
bearing upon the licensed small loan business in this Commonwealth.
Recently the business has subjected itself to searching examination by ana-
lysts of business, social welfare, government, public relations and law en-
forcement. Increased attention has been paid to the field of consumer
credit in 1930 by economists and many other students .of public affairs.
A growing number of research books and magazine articles have been re-
cently written on mass finance and consumer credit. Important court
decisions upholding the small loan law and its administration have been
rendered in several states other than Massachusetts. In February, 1930,
the United States Supreme Court, in the case of Morgan v. Georgia, handed
down a decision that placed the stamp of approval upon the principles of
classification upon which the Small Loan Law is based.
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In New Jersey there have been two cases in which notes taken by licensees
under the Small Loan Law were held void because they contained provisions
for attorney's fees in addition to the maximum rate of interest permitted
under the Small Loan Law. The reason for citing: these eases is to indicate
that the courts recogfnize that the Small Loan Law is a borrowers" law
and that it will always be so construed. It cannot be repeated too often that
the small loan laws of the several states were passed for the protection of
the borrowers; it depends for its constitutionality upon the protection which
it affords borrowers; it would never be enacted by any legislature except
for the purpose of protecting: borrowers; if it ever ceases to protect bor-
rowers it will speedily disappear from the statute books. The substantial
rate of interest authorized is intended to cover every kind of cost to the
borrower. It would seem that the small loan business as a whole would
profit if all licensed lenders in all states would recog:uize this fundamental
proposition by waiving claims for attorney's fees, court costs, and other
expenses, even when the borrower has incurred the additional liability by
his own default.
The fundamental strength of the small loan law has been an honest,
open, simple and understandable statement of the price which the borrower
pays for the use of the money. The total cost must be perfectly compre-
hensible to the average small necessitous borrower. There can be no com-
pounding or added charges and the cost must be computed only on unpaid
balances. This is one of the few, if not the only, financial lousiness in which
no concealment or device of any kind can be used. There is no doubt that
this has meant a heavy burden for the industry to carry, because the a\erage
person does not immediately understand the sound basis for such a method
of computing the cost of small loans. In fact, the average person's reaction
is based upon a misunderstanding because the rate of charge so expressed is
mentally compared with other rates of interest not so computed.
During the year 1930 The Russell Sage Foundation, an endowed New
York philanthropy, engaged in scientific research work, collaborated with
the American Association of Personal Finance Companies in drafting a
new small loan law. This law is now in process of preparation and will
shortly be completed in such form that it will have the full approval of those
best qualified to judge it from the point of view of the borrowing public.
The Massachusetts Law and the cluiracter of Massachusetts supervision
have had no small influence in the recommendations of this new law for
increased discretionary powers on the part of st«ite supervising officials.
The experience of the licensed loan business under the rigid superx ision
practiced in Massachusetts has been warmly commended by both the local
and the national association as model in character, for the industry as a whole;
it being the uniform testimony of those familiar with Bay State Supervision
that it lias in)measuraV)ly strengthened the i)osition of tlie industry both in
practical oi)eration and in public esteem.
The tweiity-lwo Morris Plan olfices operating in .Massachusetts continue
to conduct their business on the discount method at variiMis rates of dis-
count and in some cases with an iincstigation fee. also deducted in ad-
vance; the security being a Jiole, signed by the borrower and endoi'sed by
two co-nuikers. The discount and fee in all cases is less than the lawful
maximum permitted a licensed UMider. 'i'lie Morris Plan loans are repay-
able in weekly, semi-Tiiontlily or monthly instidlnienls over a p»>rio(i of one
year.
i{. W. Pitni.-in, ;iii olficcr of llic \;i1ii>n;il Association of Morris Plan
(
'onipani(!s, has stated that "experience" has pro\(Mi tliat the stnall loan
business is so saturated with complication and detail that after a certain
volume is reached, additional volume c.in only be handled constructively
by the building i;p of an organization u liicli is incre;isingl\- ex|)ensi\-e in
proportion to the xoliinie handled. The (piestion of oxcrlu^ad costs can be
more intelligently and e(Tecti\('ly answered by intelligent nianagiMuent and
cost of operating cajiital than by any other elements. ... In operating
their business they {'IMie Morris Plan Companies) have ;itl( in|ited to serve
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the interests of the small borrower, not for a charitable or philanthropic
reason, but for the reason that they have realized that they must serve in
order to profit. Industrial bankiiifi: has earned its position in the economic
structure of our country and the solution of the problem is to i)rovide more
of them under the strict and rigid supervision of the State throufifli the enact-
ment of laws which will enable them to operate with a reasonable profit to
their stockholders."
A word as to the remedial loan societies operating: under state supervision.
These societies ai'e generally more important for their influence than for the
amounts they loan. Their operations are essentially philanthropic as dis-
tinguished from charities in their inception. The philanthropic aspects
generally present are: A more moderate charge than that commonly pre-
vailing for the service rendered; a limited return on the invested capital;
a desire to give fairer treatment to the borrower; a desire to set an example
which will stimulate private capital to adopt similar methods; the support of
a group of local philanthropists in financial and managerial problems.
President Claude E. Clarke of the National Association of Legal Aid
Societies has said: "We are anxious to see a constructive program in the
granting of loans so that the attempt is made to get the borrower out of debt
and not to retain him as a life-long client and as a continuous borrower.
We view with alarm the making of two or three loans to the same individual.
I realize that, of course, in some situations it can't be avoided because of
misrepresentation that the borrower makes. We find that it is often disas-
trous for the borrower, and we would think disastrous for the personal
finance companies, because certainly the security afforded by the furniture
would not cover m^ore than one loan, and that a small one."
"The business of personal finance is being put upon a higher plane. This
is bging accomplished by the improvement in location and surroundings of
the offices of personal finance companies. Much is being done to dignify
the business and to that end attractive and reputable locations are being
secured for the offices. Office layout, furniture and equipment are being
used in such a way as to give the office an air of a financial institution. All
this tends to develop pride and self-respect in the borrower rather than the
feeling of inferiority and defeat which so often accompanied the securing of
small loans. The personnel of the officers and employees of these offices
is in the main made up of men and women who are honorable and fair in
their transactions with the borrower and who desire to conduct all their
transactions in such a way as will reflect credit to their institution and at the
same time work to the benefit of their clients."
Mr. Clarke believes that necessitous borrowers are being served with the
granting of small loans and that in the transactions involved in the securing
of these loans they are being fairly treated. Other executives of large relief
agencies testify to the great number of instances in which borrowers have
been justly and leniently treated and conditions are always better in states
under the Uniform Law or a similar law, and the finance companies are a
factor in many problems of family life.
This report would be incomplete without reference to the splendid spirit
of co-operation shown by the Massachusetts Association of Personal Finance
Companies. It has been the policy of the Supervisor to attend their meet-
ings, listen to their deliberations and frankly discuss their problems with
them. This has made for better understanding and an increased tendency
amongst the members to clean house and to keep the business clean. This
has meant prosecutions.
The purpose clause of the Massachusetts Association pledges it to "a
strict compliance with the law." When evidence of illegal lending appeared,
the Association stated in writing to the Supervisor of Loan Agencies: "The
attitude of the Association towards illegal lending is clear and unequivocal.
We condemn it. Wherever investigation reveals violation of the law, we
wish punishment to follow swiftly and surely." The Association instructed
its counsel to fight and voted that it would defray the expenses. Eleven
eases were prosecuted and ten were won. Of these, one went to the Supreme
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Court of Massachusetts and was there won. (The C'uneo ease cited above
in this report.)
The Superivisor has wide discretionary powers, and these powers should
be increased to a g:reater extent, but neither the e.xpress terms of the law
nor the ruling^s of the Supervisor of Loan Agencies will ever be an adequate
substitute for the restraints which prudent business men will place upon
themselves for the preservation of their own prosperity.
The twenty-two Morris Plan Companies made .53.108 loans amounting
to .S8.046,089.o5. The three chartered companies made S2.f>.50 loans,
amounting to S4.959.296.55. One hundred and sixty-four other licensed
agencies made 133.708 loans of .?300 or under, amounting to .?20.2S1.636.81.
This was a total of 269.366 small loans amounting to .?33.287.022.81. showing
an increase in the number of loans over the previous license year of 34.819,
and amounting to S5.256.080.66. The employed capital in Massachusetts
of all companies under state supervision was •S24.980,082.89.
The tabulation following is based on the 1930 census population of the
communities where licenses were issued, and not on the nature of the busi-
ness as in previous reports. The figures are taken from the sworn returns
to the Supervisor, made in compliance with Section 98 of Chapter 140,
General Laws, and show the amount of employed capital consisting almost
entirely of cash on hand plus loans receivable, the amount of loans made
during the license year, the amount of loans outstanding at the end of the
license j^ear, botih gross and net earnings on the employed capital, expenses
and losses.
The income to the Commonwealth from the license fees continues to
e.xceed the expenditure of the Bureau of Loan Agencies by a considerable
margin. The policy of the Bureau in requiring incorporation under Massa-
chusetts Laws in the case of corporations has also resulted in a ver>- sizable
profit to the Commonwealth in corporation fees and taxes from licensed
small loan corporations.
Respectfully submitted,
EARL E. DAVIDSON,
Snperrisor of Loin Afunrics.
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